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MONETARY EXCHANGE RATE MODEL REVISITED: COINTEGRATION AND 
FORECASTING IN HETEROGENEOUS PANEL DATA 
 




This study re-examines the exchange rate-monetary fundamentals link with 
in a panel data framework. Pure time series and pooled time series-based 
tests fail to find empirical support for monetary exchange rate models 
(Sarantis (1994) and Groen (2000)). 
 
Using recently developed Panel Data Techniques; we would test the 
exchange rates and monetary fundamentals in a quarterly panel of 19 
countries mostly from developed region extending from 1973.1 to 1997.1. 
Present analysis would be centered on three issues. First, we test whether 
exchange rates cointegrated with long run determinants predicted by 
economic theory. For this purpose, we would be employed Pedroni (1997) 
and Larsson (2001) panel cointegration tests for empirical validation of the 
study.  
 
Second, we will also test the short run implications of exchange rate model. 
These short run implications will be tested; through adapting the panel VEC 
model the short run identification schemes of Johansen and Juselius (1994). 
The last issue is to examine the ability for monetary fundamentals to forecast 
future exchange rate returns. The present endeavor will follow Mark and Sul 
(2001) approach for forecasting in the case of Panel Data Testing. 
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